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ITALIAN KEY ECONOMIC INDICATORS 


All values in U.S. $ million and represent period averages unless 
otherwise indicated. 


Exchange rates used (lire per dollar); 1353 for current 1982 values; 
1519 for current 1983 values; 625 for constant (1970) values. 


Items and date of most 1982 1983 % 
recent data shown Change 
INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 348,404 352,800 Led 
GDP at Constant (1970) Prices 136,534 134,922 -1.2 
Per Capita GDP, Current Prices 6,151 6,207 0.9 
Plant, Equipment and Transport 
Investment at Constant Prices 
(1970) 10,800 9,819 -9.1 
National Income at Current Prices 284,344 281,938 -0.8 
Indices: 
Industrial Production (1980=100) 95.4 92.3 -3.2 
Average Labor Protuctivity 
(1980=100) 99.4 98.0 -1.4 
Average Industrial Wage (1982=100) 100.0 ig3.2 i312 
Labor Force ('000) 22,746 22,982 1.0 
Average Unemployment Rate 9.1 9.9 
as % of Labor Force 


MONEY AND PRICES 

Primary Liquidity (Ml) (End Period) 163,672 145,509(P) 
Interest Rate (Central Bank (End P) 18.0 17.0 
Prime Rate (End Period) 20.0 18.75 
Indices: (1980=100) 
Wholesale Price 132.8 145.7 
Cost of Living 138.1 158.8 


BALANCE OF PAYMENTS AND TRADE 
Total Official Reserves and Net 
Foreign Position of Commercial 
Banks 26,717.5 32,990.0 23.5 
Balance of Payments -1,898.0 2,389.9 --=- 
Balance of Trade -12,553.4 -7,547.6 --- 
Exports, FOB 73,341.4 72,769.7 -0.8 
U.S. Share §,173.2 5,613.0 8.5 
Imports, CIF 85,894.8 80,317.3 -6.5 
U.S. Share 5,812.1 4,770.2 -17.9 





=> 


Main Imports from U.S. (Current year-1983) Machinery and Equipment 
41,502 M.T., $ 963.7; Oil Seeds and Cake 2,279,121 M.T., $537.8; 
Chemicals 627,468 M.T., $536.4; Coal and Coal Products 749,285 M.T., 
$453.9; Typewriters and Calculators 4,400 M.T., $320.2; Petroleum 
Products 2,348,684 M.T., $249.3; Aircraft and Parts 904 M.T., 
$224.3; Feeds and Grains 912,994 M.T., $172.7; Paper Pulp, Paper, 
and Manufactures 355,328 M.T., $148.7; Sawed Wood 177,190 M.T., 
$96.6; Leaf Tobacco 15,570 M.T., $91.2; Electric Lamps 941 M.T., 
$82.2; Hides and Skins 26,842 M.T., $71.6; Raw Cotton 29,898 M.T. 
$46.1; Silver,Gold and Platinum 43 M.T., $41.3; Auto Parts 3,007 
M.T.,. $34.2; Cotton Fabric 7,286 M.T., $27.6; Laminated Iron and 
Steel 33,182 M.T., $16.4. 


SOURCES: ISTAT (Italian Central Institute of Statistics), Bank of 


Italy, GOI Economic Report, ISCO (National Institute for the Study 
of Economic Activity). 





SUMMARY 


For Italy, 1983 was another year of stagnation. The effects of 
a sharp drop in the Gross Domestic Product (GDP) growth in the 
last half of 1982, the unexpected fall in private consumption, 
and weak export growth in the first half of 1983 extended the 
recession longer than predicted. Industrial production and 
investment were below 1982 levels. Job creation was hampered 
by economic stagnation. Unemployment remained at ai all-time 
high of 9.9 percent. Despite efforts to wring inflation out of 
the economy, double-digit inflation persisted. Measures to 
contain the 1983 public sector deficit fell short of the 
government's goal of keeping the deficit to the level of 1982. 
The trade deficit narrowed as the terms of trade began to 
improve. With increased income from services, mostly tourism, 
the current account recorded a small surplus in 1983. 


Government efforts to stabilize the already large public sector 
deficit, the moderation of increases in labor costs undertaken 
during 1983, and some improvement in the terms of trade are 
expected to set the stage for a mild recovery in 1984. 

Economic output is expected to be 2-3 percent above 1983 
levels, the inflation rate should drops slightly and the 
current account of the balance of payments should remain ina 
small surplus. Before the economy returns to a healthy growth 
path, further adjustments will be required, especially to bring 
down the high rate of inflation and to control the size of the 
public sector deficit--both of which remain higher than in 
other major countries of the Organization for Economic 
Cooperation and Development (OECD). 


The economic recession and continued strength of the dollar cut 
into U.S. exports to Italy in 1983. These fell for the third 
year in a row to $4.77 billion. Italian exports to the United 
States rose 8.5 percent to $5.61 billion. Of U.S. exports, 


only the electrical and electronic products and systems sector 
showed any growth. 


Italian efforts to narrow the technological gap between Italy 
and other industrialized Western nations offer good 
opportunities for U.S. exporters of sophisticated high 
technology equipment and systems. Heavy investments are 
planned to upgrade and expand the telecommunications system, 
EDP research and use in both the private and public sectors, 
and the electronic and electronic components industries. U.S. 
firms should compete well, both in terms of direct imports and 
as candidates for joint ventures, licensing agreements, and 
other forms of collaboration. Other areas offering potential 


for U.S. firms are security equipment and systems and pollution 
control equipment. 
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PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


OVERALL GROWTH PATTERNS 


The effects of a sharp drop in the economy's performance in the 
last half of 1982, the unexpected drop in private consumption, 
and weak export growth prolonged the recession longer than 
anticipated. Gross domestic product declined 1.2 percent from 
1982 to 1983. Given increased levels of taxes, external 
constraints, and an elevated level of foreign indebtedness, 
domestic demand remained depressed. Industrial production 
continued to plunge with employment shrinking and unemployment 
reaching a record level. Fixed investment, reflecting poor 
economic conditions, continued to decline. 


Contrary to the more rapid deceleration in inflation in other 
major industrialized countries, inflation continued at a high 
level--with a 1983 annual average inflation rate of 15 


percent--and exceeded the government's original 13 percent 
target. 


Despite measures to control spending and to increase tax 
revenues, the government's aim to keep the 1983 public sector 


deficit at last year's level was not achieved. Monetary policy 
continues to be constrained by the large public sector 
deficit. Monetary authorities increased reserve requirements 


for banks and direct controls on bank lending were phased out 
in mid-1983. 


There are signs that the recession has ended and a modest 
recovery is underway, with exports leading the way. Industrial 
orders are rising, resulting in an upturn of industrial 
production. Business and consumer confidence is up and the 
rate of inflation is slowly declining. Uncertainties that 
could limit the scope and duration of a recovery remain, 
however. Inflation and labor costs are not yet under control. 
With the budget deficit remaining high, both nominal and real 
interest rates will have to stay high. While exports of goods 
and services are expected to lead the recovery, much will 
depend on the strength of the worldwide recovery and 
particularly that of Italy's major trading partners. 
Nevertheless, the consensus now is that there will be modest 
economic growth in 1984, with a 2 to 3 percent real rise in GDP. 


INDUSTRIAL ACTIVITY 


Through the first six months of 1983, industrial production was 
8 percent below that of the first half of 1982. Capacity 
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utilization declined to 69.5 percent in the third quarter of 
1983, its lowest level since 1975. In September industrial 
production recorded a nearly 12 percent rise over the previous 
month, signaling perhaps for the first time an end to its 
downward slide of many months. For the full year 1983, the 
index was 3.2 percent below that of 1982. 


Analysts point out that industrial production most likely 
bottomed out in the second quarter of 1983. Business and 
consumer confidence is picking up, but not all industrial 
sectors have emerged from the recession. Signs of recovery are 
beginning to show in such sectors as chemicals, foods, and 
printing and publishing. Other sectors, including engineering, 
wood products, and metallurgy, are lagging behind. 


The industrial production index for February 1984 was 3.1 
percent above the year-earlier index. The index for 
January-February 1984 was 4.4 percent over that for the first 


two months of 1983, further indication of a modest economic 
recovery. 


EMPLOYMENT 


Employment continues to decline in industry, to level off in 
agriculture, and to grow in the services sector. In 1983 the 
average number of employed remained virtually static, 
increasing by 26,000 jobs or about a 0.1 percent increase over 
1982. In 1983, agriculture accounted for 12.3 percent of 
overall employment, industry for 35.8 percent, and services for 
51.9 percent. (The corresponding figures for 1982 were 12.3, 
36.7, and 50.9 percent, respectively. ) 


Unemployment has risen every year since the 1980 recession 
(when it averaged 7.6 percent). During 1983 the unemployment 
rate of 9.9 percent (about 2.3 million people out of work) 
reached a record high. Particularly hard hit are young persons 


(14-29 years) who represent about three-quarters of the 
unemployed. 


During periods of economic slowdown, workers are usually placed 
on paid lay-off (Cassa Integrazione) rather than dismissed. 
This system allows workers who have been laid off or placed on 
reduced hours to collect up to 80 percent of their previous 
full wages for as long as two years, and sometimes even 

longer. Many consider the fund a form of disguising 
unemployment as recipients are not counted as unemployed. Its 
recent use has grown enormously as employers have treated it as 
a method of easing out excess workers. In the 
January-September 1983 period, Cassa Integrazione payments (as 
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measured in hours compensated) increased by 23.2 percent over 
the same period in 1982. Because the government covers most of 
the cost of this program, the fund's expansion has contributed 
to the growth of the public sector deficit. 


LABOR RELATIONS 


For much of 1982, industrial relations were stuck in a logjam 
over national level labor-management negotiations on contract 
renewal and reduction of automatic labor cost increases 
(changes in the “scala mobile"). On January 22, 1983, after 
more than a year of negotiations, leaders from labor, 
Management, and government reached an agreement for an initial 
cut of 15 percent in inflation-linked wage increases, limits on 
contract wage increases in the 1982-84 contract period, and for 
a beginning of contract renewals. 


By September 1983, with the signing of the contract of one 
million private sector metalworkers, the collective bargaining 
season for the 1982-84 triennium was effectively completed. For 
the most part, contracts in private industry respected the 
average wage ceiling set down in the January 22 Accord. 
Contracts for public employees (who represent about 3 million 
out of the 12 million workers covered by the new collective 
agreements) exceeded the ceiling significantly. As a result, 
it is estimated that the 1983 average increase in money wages 
was 15 percent--equal to inflation during that period. 


After nearly three months of talks between labor, management, 
and government representatives on the establishment of an 
incomes policy designed to contain inflation to 10 percent in 
1984, the Craxi government decided on February 14, 1984 to 
implement by decree law a “consensus” version, even though the 
conclusions were rejected by a part of the labor movement 
dominated by the Communists. The government's second attempt 
at decree law, which requires Parliamentary approval by June 
1984, sets a predetermined limit to cost of living wage 
adjustments in the first half of 1984, holds to 10 percent 
increases in certain administered prices and tariffs for the 
entire year, and provides some minor tax relief, mostly to 
lower income workers. The change in the scala mobile coverage 
for 1984 may mean a 1.0 to 1.5 percentage point reduction in 
money wage increases compared to what would have occurred 
without the change. 


INFLATION 


Inflation will continue to be a major concern for the Italian 
economy. Even with the decline in raw material prices and the 
domestic recession, inflation did not come down nearly as fast 
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as in other major industrialized countries. Inflation 
continued unabated until the middle of 1983 with the cost of 
living index running at a rate of 16 percent since the second 
half of 1981. A deceleration started in the second half of 
1983. The year ended with an annual average inflation rate of 
15 percent compared to 16.3 percent in 1982. From December 
1982 to December 1983, consumer prices rose 12.8 percent. Even 
if the government's 10 percent inflation target during 1984 is 
met, Italian inflation will continue to run above the average 
rate in major OECD countries. Most observers believe the 
year-to-year inflation rate will be closer to 11 to 12 percent. 


BALANCE OF PAYMENTS 


The 1983 current account showed improvement over 1982, mainly 
as result of a decline in the trade deficit and increased 
earnings from tourism. In dollar terms, the 1983 current 
account is expected to show a small surplus compared to a 1982 
deficit of $5.5 billion. The depreciation of the lira has been 
an important factor. This enlarged the competitive margins of 
Italian products amd led to a sharp decline in imports and 
increased inflows from tourism. Most observers now expect that 
while the longer term prospects for both the trade and current 
account balances will depend heavily on world trade 
developments, the current account should continue near balance 
or even record a modest surplus in 1984. 


Italy remained an active borrower in international capital 
markets, but only to obtain funds for amortization payments. 
The public sector external debt did not increase 

significantly. Italian banks did increase their liabilities to 
foreign institutions and this led to a $8.5 billion increase in 
international reserve assets. 


PUBLIC FINANCE 


Another problem facing Italian economic policymakers is to gain 
control of public spending. Recent budgets have been 
structurally unbalanced, with expenditures far outweighing 
revenues. The sluggish economy produced lower revenues than 
anticipated and accelerated expenditures, especially in the 
areas of unemployment compensation, interest on the public 
debt, government assistance to state industries, and social 
welfare costs. Outlays in all of these areas are affected by 
the high rate of inflation. 


The 1983 Enlarged Public Sector Deficit (EPSD) reached nearly 
$60 billion. The EPSD covers borrowing requirements of the 
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central government, regional and local authorities, autonomous 
state enterprises (railroads, highways), capital transfers to 
state-owned industrial companies, and the running deficit of 
the social security fund and the electricity producing monopoly 
(ENEL). At 17.1 percent of GDP, the Italian public sector 
deficit is much larger than that of other major OECD countries. 


In September 1983, the government proposed to the Parliament an 
economic austerity program for 1984. An important part of the 
economic policy package was approved by Parliament within the 
December 31, 1983 deadline. It extended many of earlier tax 
increases, added some new tax measures, and implemented modest 
spending cuts mainly in the social welfare area. Yet to be 
approved by Parliament, the incomes policy (cited above) and 
further budget deficit reducing proposals form the remaining 
aspects of the government's anti-inflation program. These 
austerity measures are designated to contain the 1984 deficit 
to $60 billion or 15 percent of GDP. 


MONETARY POLICY AND INTEREST RATES 


For the first time in four years, interest rates began to ease 
somewhat when the Central Bank lowered the discount rate from 
19 to 18 percent in 1982. In December 1982, Italian financial 
authorities presented a new package of monetary measures to 


improve the efficiency of monetary policy and the functioning 
of financial markets. Bank reserve requirements were increased 
in January 1983 and administrative controls on bank lending 
were phased out in mid-year. 


On April 8, 1983, monetary authorities lowered the discount 

rate from 18 to 17 percent. Subsequently, interest rates on 
Treasury issues began a slow decline. By February 1984, one 
year Treasury bill rates were just under 17 percent--for the 
first time in three years--with six-month rates coming under 
percent. Partly to adjust to the deceleration in inflation, 
the Italian monetary authorities again lowered the discount 

rate from 17 to 16 percent in February 1984. 


ENERGY 


Total energy use increased slightly in 1983. Consumption of 
petroleum products for the production of electricity dropped 
while the use of coal and natural gas increased. By drawing 
down stocks, however, actual imports of steam coal in 1983 
dropped over 7 percent to 7.7 million tons. Imports of U.S. 
steam coal dropped almost 30 percent to 3.2 million tons. 
Italian imports of coking coal showed similar patterns. 
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PART B - IMPLICATIONS FOR THE UNITED STATES 


TRADE TRENDS 


Continuing economic recession and the strength of the U.S. 
dollar in Italy cut into U.S. exports for the third year ina 
row. Italian statistics showed U.S. exports dropped by 17.9 
percent (on CIF basis) to $4.77 billion in 1983. During the 
same period Italian exports to the United States rose by 8.5 
percent to $5.61 billion on an f.o.b. basis, thus shifting the 
balance of merchandise trade to Italy's favor for the first 
time in many years. 


Almost all major categories showed a decline in dollar value. 
The only exception was electrical and electronic products, 
which made a slight gain of 1.2 percent. 


The figures in the table below are in millions of current 
dollars. Average annual rates used: 1982--$1=1353 lire; 
1983--$1=1519 lire. 


MAJOR U.S. EXPORTS TO ITALY 1982 

Aircraft and Parts Zzi¥-5 224.3 
Electrical & Electronic Products 

and Systems 633.9 641.5 
Mechanical Products 1,006.4 931.9 
Food and Agricultural Products 1,158.6 889.9 
Coal and Coal Products 788.9 453.9 
Textiles and Apparel 203.5 162.8 
Metals 209.9 139.6 
Chemicals 604.3 586.5 


Total U.S. Exports to Italy © 
(est. £5) 5,811.2 4,770.9 


MAJOR ITALIAN EXPORTS TO THE UNITED STATES 


Mechanical Products 1,294.1 1,547.2 
Electrical & Electronic Products 

and Systems 172.4 225.1 
Petroleum and Coal Derivatives 161.8 167.5 
Textiles 437.9 541.5 
Food and Agricultural Products 446.4 430.2 
Leather Shoes $27.2 584.9 
Gold, Platinum, Silver Jewelry, etc. 605.6 559.7 


Total Italian Exports to U.S. 
(£.0.b.) 5,173.0 5,613.0 








U.S. SALES PROSPECTS 


Among industrial exports, high technology equipment and systems 
offer the greatest potential growth for U.S. firms. After 
years of neglect, the Italian government is actively seeking to 
narrow the technology gap between Italy and other 
industrialized Western nations. The government has proposed or 
has already approved heavy investments to implement plans to 
upgrade telecommunications, EDP research and use, and the 
electronics industry, among others. Other areas of interest to 
U.S. exporters include security equipment and systems, and 
pollution control equipment. 


TELECOMMUNICATIONS: The Italian Government's 10-year 
telecommunications plan calls for investment of more than $20 
billion through 1992, mainly for upgrading telephone equipment 
and systems from mechanical to electronic circuitry. 
Significant investments will also be made in telex, data 
communication, and related services. This upgrading is 
expected to stimulate domestic production as well as imports, 
both of which can be expected to grow at an annual rate of 15 
percent for the next few years. Although Italian 
telecommunications manufacturers, with modern production 
facilities and considerable ingenuity, are fully capable of 
designing and producing a broad range of sophisticated 
equipment and systems, the sector can also be expected to look 
to the United States as a primary source of equipment, systems 
modules and licensing. The United States will, however, have 
to compete with other traditional suppliers: West Germany, 
Sweden, and the United Kingdom. 


ELECTRONIC DATA PROCESSING: This remains one of the most 
dynamic markets in Italy. The general purpose computer market 
is growing at the rate of 5 to 6 percent per year while the 
market for microcomputers and personals is growing much faster 
(23 to 25 percent). Interest remains high in medium and large 
systems incorporating the latest technology, which is generally 
recognized as being of U.S. origin. The software market is 
expanding rapidly based on a steady growth of locally produced 
programs designed on U.S. models and basic packages. Italy's 
share of GDP expenditures on EDP still lags behind other 
industrialized countries. A bill proposing the use of EDP to 
streamline the administrative structure of the Italian 
Government was recently presented to Parliament. Once 
approved, two new governmental agencies will coordinate R&D and 
implementation programs. 
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This should increase sales of EDP equipment to government 
agencies. Domestic production is expected to grow 
significantly in the future to cope with demand. Until 
production expands, however, Italy will be dependent upon large 
multinational firms for the manufacture and distribution of EDP 
equipment. Prospects for U.S. exports remain good. 


SECURITY EQUIPMENT: A rising crime rate and introduction of 
new electronic technology has kept growth rates high in this 
field. Demand is strongest in the field of active measures, 
such as fire early warning systems, closed circuit TV systems, 
telealarm and centralized systems for monitoring and 
countermeasures. Most Italian firms manufacture some of the 
components and complete the systems with imported products, 
providing a market for security system components. U.S. 
equipment should retain its present favorable market position 
both because of the high reputation that U.S. equipment has 
built up in Italy and the advanced technology content of U.S. 
products and systems. 


ELECTRONIC COMPONENTS: Despite the general recession, the 
Market for imports of electronic components grew in 1983 and is 
expected to continue growing. Insufficient R&D coupled with 
structural problems in the industry make it difficult for local 
suppliers to compete with imports. This is particularly true 


in the field of optoelectronic components used in fiber optics 
transmission. The Government has recently approved an 
extensive restructuring plan to revitalize the electronic 
components industry. Nevertheless local consumers will be 
looking to components produced by multinational corporations in 
Italy and imports for some time. 


POLLUTION CONTROL: The Italian market for pollution control 
equipment systems and components continues to expand because of 
more stringent legislation at regional and national levels. 

The Government recently created a Ministry of Ecology, showing 
increased awareness and an even greater commitment to dealing 
with environmental matters. The Italian pollution control 
industry is well developed and operates in all areas of 
environmental equipment. Italian firms produce under license 
from foreign companies, and most established U.S. and other 
companies are already represented. Nevertheless the U.S. 
market share, especially for sophisticated systems, is expected 
to grow somewhat from its current 10 percent. 
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U.S. COMMERCIAL SERVICES IN ITALY 


The United States International Marketing Center, located in 
the Italian business capital of Milan, organizes trade shows, 
exhibits, conferences and other programs designed to promote 
U.S. goods to the Italian and European consumer. Major events 
through early 1985 will feature EDP USA Roma (October 9-12, 
1984), Didactics (November 7-10, 1984), EDP USA Milan 
(February 7-10, 1985), U.S. Future Office (February 5-8, 1985), 
Telecommunications (March 19-22, 1985), and BIT (March 21-25, 
1985). The U.S. Embassy in Rome publishes a quarterly 
commercial newsletter “Scambi Commerciali" which disseminates 
information about U.S. products, trade events, licensing and 
investment opportunities, and U.S. trade promotion services. 
U.S. commercial offices and representatives promote U.S. 
exports through a wide variety of trade services and trade 
promotion programs from eight locations in Italy: Rome, Milan, 
Florence, Naples, Palermo, Genoa, Trieste and Turin. 


% U.S. GOVERNMENT PRINTING OFFICE: 1984-421-007:619 














